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SUBJECT: BANK OF CHINA OFFERS US DOLLARS BANK ACCOUNTS 

SUMMARY AND INTRODUCTION: THE BANK OF CHINA (BOC) HONG KONG 
BRANCH'S RECENT MOVE TO OFEER US DOLLAR DIKED DEPOSITS TO 
ITS CUSTOMERS IS THE LATEST IN A SERIEEOF PRC MOVES DURING 
1975 TOWARD GREATER OPENNESS CONCERNING INTERNATIONAL BANKING 
PRATICES IN GENERAL, AND TOWARD GREATER ACCEPTANCE OE THE 
US DOLLAR AS THE PREDOMINANT PTTERNATIONAL CURRENCY IN 
PARTICLUAR. PREVIOUS MOVES EARLIER THIS YEAR INCLUDE SIGNING 
US DOLLAR-DENOMINATED IMPORT AND EXPORT CONTRACTS IN SPRING, 
OFEERING FORWARD RMB AGAINST US DOLLARS IN AUGUST, AND 
ESTABLISHING LIMITED CORRESPONDENT BANKING RELATIONSHIPS WITH 
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TWO MORE US BANKS IN THE FALL. THOUGH THE INTERESTRATES 
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OFFERED FOR US DOLLAR DEPOSITS ARE NOT COMPETITIVE NOW, 

PEKING HAS THEOPTION, SHOULD THE EXPERIMENT ACHIEVE ITS 
APPARENTLY LIMITED OBJECTIVES, OE EXPANDING ITS USE IN 
THE EUTURE. THE NEW SCHEME ALSO HIGHLIGHTS THE BOC 
HONG KONG BRANCH'S EEEORTS HERE TO EXPAND ITS HK DOLLAR 
AND RMB DEPOSITS. END SUMMARY AND INTRODUCTION. 

"1. EOR THE EIRST TIME, THE BANK OE CHINA (BOC) HONG 
KONG BRANCH IS OEEERING TWO US$ DENOMINATED ACCOUNTS. ONE 
IS AN ORDINARY PASSBOOK SAVINGS ACCOUNT, WHICH DRAWS THE 
STANDARD HONG KONG INTEREST RATE OE 2.5 PERCENT PER ANNUM. 

THE OTHER IS A EIXED DEPOSIT (ED) ACCOUNT, AVAILABLE WITH 
A US $1,000 DEPOSIT MINIMUM EOR THREE, SIX AND TWELVE 
MONTHS. IN PASSING, A BROCHURE ALSO NOTES THAT ED ACCOUNTS 
IN POUND STERLING, DMARKS, SWISS OR ERENCH FRANCS MAY BE 
OPENED AS WELL. THE ABSENCE OE REEERENCE TO INTEREST RATES 
EOR THESE CURRENCIES IN THE BROCHURE STRONGLY SUGGESTS THAT 
THESE ARE CLEARLY CONSIDERED OF SECONDARY IMPORTANCE 
COMPARED TO US DOLLARS. 

2. ALTHOUGH THERE IS NO INDICATION WHEN THE BOC MAY HAVE 
STARTED QUIETLY ACCEPTING US DOLLAR EDS, THE RECENTLY 
PRINITED BROCHURE WHICH PUBLICLY SOLICITS DOLLAR ACCOUNTS AND 
OTHER "EOREIGN CURRENCY DEPOSITS ' CONTAINS AN INSERT ABLE 
TABLE OE INTREST RATES DATED OCTOBER 20, 1975. IT WAS NOT 

UNTIL DECEMBER 1975, HOWEVER, THAT THE EOCAL BANKING 
COMMUNITY BECAME AWARE OE THE NEW US$ ED SCHEME. BOC 
PUBLICITY OP THE NEW SERVICE CONSISTS MERELY OP DIS- 
PLAYING THE BROCHURE IN ITS BANKING HALL. 

3. ONE LOCAL AMERICAN BANKER, JAMES SWEITZER OF MANU- 
FACTURES HANOVER TRUST, DURING A RECENT ROUTINE CALL ON 
SEVERAL PR -CONTROLLED BANKS IN HONG KONG (THE "WAISTER ' 

BANKS TO THE BOC) COMMENTED TO HIS HOSTS ON THE NEW 
BROCHURE. (USS EDS ARE ALSO AVILABLE IN SOME OP THESE 
BANKS AS WELL). IN RESPONSE, THE PRC-ORIENTED BANKERS 
DESCRIBED THE SCHEME AS A NEW EXPERIMENT, AND SAID THEY 
DID NOT EXPECT MUCH SINCE THEY CANNOT SET COMPETATIVE 
INTREST RATES (REASON NOT GIVEN). 
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4. COMMENT: THE MOTIVATION IN OEEERING US $ EDS MAY 
WELL BE, AS THE PRC-ORIENTED BANKERS HINTED TO SWEITZER, 

THAT THE BOC IS MERELY OUTWARDLY CONPORMING WITH THE 
STANDARD HONG KONG BANKING PRATICE OP OEEERING USS ED AS A 
SERVICE TO CUSTOMERS. BY COMPARISON, MANY SMALL ETHNIC- 
CHINESE INDEPENDENT BANKS HERE OFPER THIS SERVICE OP 
CHALLENGING THE PREDOMINANCE OF THE HONG KONG & SHANGHAI 
BANKIG CORPORATION (HSBC), CHARTERED AND HANG SENG BANKS, 
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AND THE MULTINATIONAL BANKS IN THE LOCAL US $ ES MARKET. 

ANOTHER CONSIDERATION MAY BE TO ALLOW THE BOC HK BRANCH TO 
BUILD UP EXPERIENCE IN HANDLING US $ ED DEPOSITS. IN THIS 
REGARD, FUTURE DEVELOPMENTS MAY EOLLOW THE COURSE TAKEN 
WHEN THE BOC INTRODUCED REN MIN BI (RMB) FIXED DEPOSITS IN 
HONG KONG IN 1970, BUT DELAYED ACTIVELY PROMOTING THIS 
DEPOSIT UNTIL 1973. CONTRARY TO THE IMPLICATION OF 
A JOURNAL OF COMMERCE ARTICLE, DECEMBER 19. ON THE BOC 
US $ ED EINANCING OF THE CONTINUING PRC CURRENT ACCOUNT 
DEEICIT DOES NOT SEEM TO BEHIN IMMEDIATE OBJECTIVE. 

5. THE LACK OF COMPETITIVENESS OF THE BOC US $ FD CAN BE 
CONTRASTED WITH THE BANK'S AGGRESSIVELY COMPETITIVE 
BEHAVIOR IN SEEKING RMB AND HK $ FDS. EOR EXAMPLE, HSBC 
DEPUTY CHAIRMAN MICHAEL SANDBERG RECENTLY TOLD A CONEERENCE 
HERE THAT " THE CHINESE GOVERNMENT-OWNED BANKS HAVE BEEN 
RAPIDLY EXPANDING THEIR BRANCHES IN RECENT YEARS AND 
VIGOROUSLY BIDDING EOR BOTH HONG KONG DOLLAR AND RMB 
DEPOSITS." (SC MORING POST NOVEMBER 28) THE COMPARISON 

IS INTRESTING BETWEEN THE BOC RATE STRUCTURE AND RATES 
SET BY MAJOR BANKS HERE. THESE INTREST RATES ARE AS 
EOLLOWS: 

ELECTIVE DATE 3 MONTHS 6MONTHS 12 MONTHS 

BOCUSSEBR OCT 30 3.5 4.75 5.75 

BOC HK $ ED MARCH I 3.5 4.75 5.75 

BOC RMB ES SEPTS 3.0 5.0 6.0 

HSBC US ED DEC 17 6.1875 7.0625 7.357 

HSBC HK ED MARCH 8 3.25 4.5 5.5 

THE BOC US$ FD RATE IS BELOW HSBC RATES BY A CONSIDERABLE 
MARGIN, ALTHOUGH THE BOC HK$ RD RATE IS ONE-QUARTER POINT 
ABOVE THE HSBC RATE. THE EEEECTIVE YEILD EOR BOC RMB FD 
IS HIHER THAN THE NOMINAL RATE SINCE INTREST PAID ON 
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THESE DEPOSITS IS NOT SUBJECT TO THE HK GOVERNMENT'S 
15 PERCENT INTREST WITHHOLDING TAX. RMB DEPOSITS ARE 
MADE WITH THE BOC PEKING HEADOEFICE THROUGH THE BOC 
HK BRANCH, WHICH CLAIMS MERELY TO ACT AS PEKING'S AGENT. 

BY CONTRAST, SINCE HK$ AND US$ ED ARE DEPOSITED DIRECTLY 
WITH THE BOC HK BRANCH, INTREST PAID IS SUBJECT TO THE 
TAX( CONTRARY TO THE FAR EASTERN ECONOMICS REVIEW'S JAN 2 
ARTICLE ON THE BOC US$ ED). THE RELATIONSIHIP OE THE 
INTREST RATES SEEMS CLEARLY SET TO ENCOURAGE CUSTOMERS TO 
PREEER RMB EDS OVER HK $ EDS, AND AT THE SAME TIME TO KEEP 
THE BOC HK$ 

D RATE ABOVE THAT OEFERED BY COMPETING BANKS. 

6. CONCLUSION: NOT SURPRISINGLY, THEN, THE BOC US$ FD 

SCHEME HAS BEEN ACCOMPANIED BY A NOTABLE LACK OF EXCITEMENT. 
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IN SUM, THIS MOVE SEEMS A MODEST SIGN OF GREATER OPENNESS, 

WILLINGNESS TO EXPERIMENT, AND GREATER CONFORMITY WITH 
STANDARD HK BANKING PRATICES. BUT IN THE FUTURE THE BOC 
HAS THE OPTION OF TAKING A MORE AGGRESSIVE ATTITUDE AND 
RAISING US $ FD RATES TO MORE COMPETITIVE LEVELS. 

CROSS 
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